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Consistent Growth 


Thunder's track record of consistent, steady growth has come mostly from 
the drill bit. After 7 years of operations, our production is 76% natural gas. 
We operate all of our five core areas so that we control the land, facilities 
and development. We continue to consistently drill with +90% success 
in our four Central Alberta areas and efficiently bring wells onstream in 
50 days or less. We combine strong technical knowledge with a business 
mindset that is focused on consistent growth and profitability. 
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Annualized Growth Annualized Growth Annualized Growth 
Rate — 115% Rate -— 50% Rate — 34% 


As we enter our 8th year of operations, we have exceptional growth opportunities. 


We are set to drill over 100 wells this year, more than double the 
number in 2002. 


Our drilling programs are focused on low risk, shallow gas targets 


in areas where we consistently drill with +90% success. 


Our coal bed methane projects are entering the pilot phase which, 


if proven commercial, will expand our reserve base enormously. 


We remain one of the industry s lowest cost producers. 
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As we closed the books on 2002, it was clear that Thunder's track record of consistent, 
steady growth has led to a new phase in our evolution. As we enter our 8th year of operations, 
Thunder is emerging from the junior category into an intermediate-sized company. 


¢ We have the production base and cash flow to support substantial drilling programs. 


e In our coal bed methane project at Rosalind, we are entering the pilot phase and, if proven commercially viable, our 


opportunity base will expand enormously. The same technology is being used to evaluate coal seams in two other 


core areas. 


© We have a healthy drilling inventory of low-risk gas targets, and we have increased our technical knowledge at Rycroft 


which should improve our drilling success in this higher risk play. 


© We remain focused on cost control and responded quickly to commodity price swings, both of which have been important 


in remaining a highly profitable company. 


Clearly, the investment community has taken note. Even though in 2002 we were in the throws of a bear equity market, 


our stock price doubled over the course of the year, closing at $5.50 per share. Our track record is behind much of that price 


appreciation. Our growth in size and liquidity has also begun to attract large and well-respected institutional investors. In late 


2002, Fidelity Management & Research Company and Fidelity Management Trust Company out of Boston upped their stake in 


Thunder to nearly 13%. Fidelity is one of the largest funds in the United States. This was an acknowledgement that our track record 


— and future prospects — are being recognized by investors. 


Consistent Growth in 2002 


Thunder's 2002 production increased 17% over 2001, 
with natural gas accounting for 76% of volumes. Of the 51 wells 
drilled last year (43.2 net), 34 were natural gas targets which 
resulted in a production increase of 19% to an average 
31.1 mmcf/d. Cash flow for 2002 grew 40% to $36.6 million, 
even though we had a 24% decline in our average natural gas 
price to $3.96/mcef. We added a significant 26 bef of proved gas 
reserves in 2002. These improvements were achieved despite 
a decision to reduce our capital programs at mid-year to keep 
expenditures in line with lower cash flow expectations due to 


soft gas prices. 


Our consistent growth is also reflected in our per share 
values, which we consider a more accurate indicator of the value 
being created for our investors. 

¢ Production per share was up 14% from last year to 

221 boe/d per average million shares outstanding. 

¢ Reserves per share have increased 5% from 2001 to 929 

boe per thousand shares outstanding. 

¢ Thunder has one of the lowest cost structures amongst 

its peers with impressive costs per unit: 2002 per boe 
costs for general and administrative expense of $0.86, 
operating expenses of $4.30 and finding and 


development costs of $7.87 for proved reserves. 


The result has heen consistent profitability. In 2002, our return on equity was 19%. 
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Coal bed methane accounts for about 10% of gas production in the U.S. 


Gas Prices Rising 


Huge Potential in Coal Bed Methane 


In 2002, natural gas prices continued to be volatile. From 
the $5.20/mef we received in 2001, our average price dropped 
to $3.96/mcf. The decline was the market’s response to a warm 
winter and an easing of supply concerns. Yet those concerns are 
once again starting to drive prices upward and, overall, the 
supply/demand fundamentals have tightened dramatically in 
the past 12 months. 

Two of the strongest indicators of market conditions — 
pricing and storage volumes — point to a strain on supply 
through to next winter. With the cold winter in Central Canada 
and much of the U.S., gas in storage was drawn down at a faster 
than average rate. This is once again drawing attention to the 
inability of North American producers to replace production, 
and supply continues to decline. 

¢ New wells in Canada and the U.S. are experiencing 

higher rates of decline and lower initial production 
rates due to the maturity of basins. 
e Newer areas are more technically challenging and 
require higher costs, and such frontier plays as the 
Arctic are still years away. 

¢ The price volatility, particularly the low points, are 
making it harder for producers to maintain consistent 
drilling programs to replace production. 

We are currently receiving prices in the range of 
$6.50/mef and, in first quarter 2003, prices spiked to more than 
$10.00/mef. We will continue to see pricing volatility but, over 
the longer-term, Thunder stands to benefit from higher prices 
as North America continues to grapple with the challenges of 


supply and demand. 


Momentum is starting to build in our coal bed 
methane projects. 

In a joint venture with Burlington Resources, three 
evaluation wells were drilled at Rosalind and the project 
is moving to the pilot stage. 

* Up to 12 pilot wells will be drilled this year at Rosalind. 
If successful, commercial development could occur as 
early as 2004. 

¢ Thunder’s commitment to this pilot project is 
$1.5 million, and the Company will own 50% of the 
pilot program and any future development. 

¢ Evaluation will also begin this year at Manola and Fenn- 
Big Valley with Thunder taking on 100% of the activity, 
having learned technically from the Rosalind project. 

¢ The first evaluation well has been drilled at Manola, 
and an evaluation well is scheduled in the second 
quarter at Fenn-Big Valley. If successful, pilot projects 
could be launched later in the year. 

The success of these programs would have an enormous 
impact on Thunder. Thunder has identified a resource potential 
of 1 tcf of natural gas on its lands. While coal bed methane 
production is new to Western Canada, it accounts for about 
10% of gas production in the U.S. and our partner, Burlington, 
is a major producer. In Canada, we have one of the largest land 
exposures to this developing play with in excess of 200 sections 
of land on trend. With the vast potential of the play, the pilot 
stage will take on a high priority this year. 
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As We Enter 2003 


We are well positioned to capitalize on rising gas prices. 
Thunder will remain primarily a natural gas producer. Our focus 
in Central Alberta, and our higher risk/reward property at 
Rycroft, provide a large opportunity base in terms of drilling 
targets in inventory and undeveloped lands. 

¢ We expect to drill over 100 wells in 2003, 90% targeting 
natural gas in our core areas. 

e An additional 50,000 acres is expected to be added to 
our undeveloped land base, which was at 192,000 acres 
at year end. 

e Low cost plant expansions in our Central Alberta 
core areas will increase our process capacity from 
45 mmcef/d to 65 mmef/d. 

* The coal bed methane project is entering the pilot phase 
at Rosalind and evaluation will begin at Manola and 


Fenn-Big Valley. 


With natural gas prices rising substantially through this 
winter, and production volumes beginning to increase, our 
market guidance for 2003 is showing a continuation of 
consistent and steady growth: 

¢ Natural gas production is forecast to average 40 mmcf/d, 

and oil production should increase to 1,800 bbls/d. 

¢ Cash flow is forecast to reach $75 million ($2.30/share) 

based on an average $6.50/mef at the plant-gate and 
$34.00/bbl at the wellhead. 

* Capital expenditures are set at $75 million, but will be 

adjusted to any changes in our cash flow forecast. 

The staff and Board of Directors have played a critical 
role in our growth and in building our opportunity base. I would 
like to personally thank them for their efforts and commitment. 
They have been integral to Thunder remaining a profit-driven 
company with exceptional opportunities and a track record of 
steady improvements in our results. We look forward to 
ensuring those benefits continue to be transferred to our 
shareholders in both the value of the Company and the value 


of our stock. 


Douglas A. Dafoe 
President & Chief Executive Officer 


April 7, 2003 


Thunder remains a profit-driven company. 
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Thunder Energy Inc. — Operations Review [fy oeses: 


Operations 


Property Overview 


Thunder's activities are concentrated in Central Alberta in four core areas, all dominated 
by Thunder. The Company operates each property, holds high working interests, controls 
infrastructure and has a large contiguous land spread. This land dominance 1s important 


for natural gas development, and it could become a greater asset as evaluation wells and 


pilot projects are now underway to test for coal bed methane (CBM) production. Thunder expects 
to spend 95% of its 2003 capital budget in Central Alberta. 
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Drilling Overview 


Central Alberta is characterized by multi-zone, shallow gas plays with low to medium risk drilling. 
Thunder has considerable in-depth technical knowledge, maintains a large drilling inventory 
and consistently drills with a high rate of success. Horizontal drilling is focused at Rosalind. 


Thunder s fifth core area is Rycroft located in the multi-zone Peace River Arch where drilling 
costs and the risk profile are higher, but reserve and production targets are also higher. About 
5% of 2003 capital spending will be dedicated to Rycroft. 


2002 Drilling Program— 49 Conventional Wells 


Central Alberta 
« 1,100 metres e 350-500 metres 
» 6 horizontal oil wells ¢ 15 shallow gas wells 
» Ellerslie channels ° Belly River 
» 120 bbls/d ¢ 300 mefe/d 
* $850,000 per well initial production 
» Historical average reserves: ¢ $400,000 per well 
140 mbbls well e Historical average reserves: 
0.5 bef per well 


Peace River Arch 
e 1,100 —2,500 metres 1,100 metres 
© 11 wells (5.3 net) 17 Mannville gas wells 
e Rycroft exploration 500 mcfe/d 
e Multi-zone: initial production 
Bluesky/Gething/Doig/ $600,000 per well 
Debolt/Wabamun Historical average reserves: 
¢ $750,000 per well 0.75 bef per well 
¢ Reserve potential: 
5+ bef per well 
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Coal Bed Methane 


Thunder is continuing to identify the enormous potential of coal bed methane (CBM) resources 
on its existing lands. Thunder has a strategic advantage in pursuing this resource play as it can 
integrate CBM development with its conventional shallow gas infrastructure and drilling programs. 
Due to geological similarities, conventional drilling helps identify CBM potential and, when 
under commercial development, it is expected that additional conventional gas will be found. 


CBM in Western Canada has been commercially investigated for only about two years, but 
in the U.S. it accounts for approximately 10% of total gas production, or about 5 bcf/d. In 
mid-2002, Thunder entered into a 50% joint venture with one of the largest CBM producers 
in the U.S., Burlington Resources, to evaluate CBM potential at Rosalind. The project is now 


in the pilot stage and Thunder is transferring the technical knowledge to two other core areas. 


Coal Fairways 


Based on detailed mappt ng, = = Gas in place is estimated at 5 bef per section in 


_ 
; ‘ Ed monton2 = —— areas of thicker coal seams. 
Thunder has identified pee 


Total resource potential of 1 tcf of gas has been 


200 sections of its existing 

‘ Calgary = identified on Thunder’s 200 sections. 
land holdings that are on trend q = 
with coal seams 5-10 metres thick —=j A successful commercial project could expect to 
ahd : recover 50% of the resources in place. 
giving them good potential for 
CBM production. eased 
HB Horseshoe Canyon 
= Mannville 


_] Thunder's existing core CBM areas 
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CBM Projects in 2003 


Operations 


Rosalind 

The CBM project at Rosalind is moving to the pilot 
stage following two evaluation wells drilled in late 2002 and one 
in January 2003. The first pilot at Rosalind will be completed 
this spring. Two remaining pilots are required to be completed 
by September under the terms of the joint venture. Results are 
expected by year-end 2003, after which, a decision will be made 
concerning full-scale production. Thunder would retain 50% of 


the project and become operator. 


Manola & Fenn-Big Valley 

The technical knowledge gained from Rosalind is 
being transferred to two new CBM projects. At Manola, an 
evaluation well was drilled in first quarter 2003 to test CBM 
potential in the Mannville section, similar to the Rosalind coals. 
At Fenn-Big Valley, an evaluation well is scheduled for the second 
quarter which will pursue two coal plays — the Belly River 
horizon and deeper Mannville coals. For both projects, a 


decision to move to the pilot stage is expected by year-end 2003. 


Gas to compressor 


How CBM Works 


Coal acts like a sponge 

in attracting methane gas 
and is bound to the coal 
together with associated 
water. To release the gas, 
the coal seams must 

be de-watered. 


Completion Technique 


e A production well is drilled into 
the coal, which is then fractured 


to improve permeability. 


e A pump is then installed downhole 


to bring the water to the surface. 


e This de-watering can take 1-2 years 


The production profile of CBM wells is opposite that of a conventional gas well. Conventional gas wells generally reach peak production when they are 
brought onstream and then decline, often rapidly. With CBM wells, peak production is reached in I-2 years and declines over a longer period of time. 
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before peak gas production is reached. 


Operations 


Growth in Land Holdings 


In 2002, Thunder's undeveloped land inventory rose 13% to 192,469 net acres, an increase of approximately 23,000 acres 
over last year. Thunder spent $3.6 million on Crown and freehold land in 2002, with the majority of new lands being acquired at 


Rosalind and Manola. 


Sales Variance Analysis 
As at December 31, 2002 Developed Acres Undeveloped Acres Total Acres 


Gross 


Rosalind : ; ; 61,015 115/152 104,091 
Manola ; ; ; 69,247 97,120 89,294 
Fenn-Big Valley ' ; ? 21,265 59,971 52,997 
Matziwin ; ; j 20102 47,998 41,715 
Rycroft ; ; ; 18,368 48,480 22,448 
Other ; 1,472 3,840 1,952 
Total 140,553 119,628 227,988 192,469 368,541 312,097 


— 


High Drilling Success Continued 


Thunder continued its high rate of drilling success with an overall rate of 85%, +90% in Central Alberta. The Company 
drilled 51 wells (43.2 net) including two coal bed methane wells (1.0 net) at Rosalind. Of the total, 40 wells were drilled in Thunder’s 
Central Alberta properties and 34 wells targeted natural gas. 


Drilling Statistics 
For the year ended December 31, 2002 


Rosalind ; ‘ ; 16 / 14.9 
Manola 4/40 : : 6 / 6.0 
Fenn-Big Valley 14/ 13.0 14 / 13.0 
Matziwin 3/30 ‘ 4/4.0 
Rycroft fy hors : If fos 


Total 247 292 7/70 2/1.0 : 51 / 43.2 
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Consistent Production Growth 


Since inception, Thunder has demonstrated a track record of consistent production growth, primarily through the drill 


bit. Total production increased 17% over 2001 to 6,846 boe/d. Natural gas volumes were up 19% from 2001 to average 31.1 mmcf/d, 
and accounted for 76% of total volumes. Oil and NGLs increased 11% to 1,665 bbls/d. 


Production 
For the year ended December 31 2001 


Gas (mcf/d) Oil (bbls/d) Boe/d Gas (mcf/d) Oil (bbls/d) 
Rosalind 10,103 1,178 2,862 10,267 989 
Manola 5,946 213 1,204 5,978 
Fenn-Big Valley 6,695 99 1A) 4,953 
Matziwin 4,107 152 836 4,266 
Rycroft 4,235 23 729 649 
Total 31,086 1,665 6,846 26,113 


Steady Reserve Additions 


All of the Company’s reserves were evaluated by Sproule Associates Limited (Sproule) and presented in their report as 
of January 1, 2003. The reserve determination process was reviewed and approved by Thunder’s reserve evaluation committee, 
which is made up of independent members of the Board of Directors. Due to the experimental nature of Thunder’s coal bed methane 
program, no reserves have been assigned to this resource in this year’s report. 

The majority of the Company’s proved undeveloped reserves consists of wells which were awaiting tie-in as at January 1, 
2003, however, there were some reserves at Fenn-Big Valley which require further drilling to develop. Proved reserves were 81% 


of total reserves, while proved producing reserves were 74% of proved reserves. 


Reserves (as at January 1, 2003 determined by 
Sproule Associates Limited, independent consultants) Future Cash Flow Before Income Tax 


Company Gross Undis- 
Remaining Reserves counted Discounted 


Crude Oil 
Natural Gas and NGLs 10% 12% 
() bef, ) (mbbls) ($000) ($000) ($000) 


Proved developed 
Producing 81.6 4,599.5 328,469 193,572 180,702 
Non-producing 12.4 194.2 52,648 11,168 9358 
Proved undeveloped 23 524.8 63,661 34,015 30,966 
Total proved JULaya) By, oil lesan 444,778 Wey Me hats) 221,026 
Probable Doel 1,691.6 97,710 31,663 27,344 
Total 140.6 7,010.1 270,418 248,370 


(1) Probable reserves have not been reduced for risk. 
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Below is the price table which Sproule used in their evaluation: 


Summary of Sproule Price Forecasts 


January 1, 2003 January 1, 2002 


Alberta Alberta 
Plant Gate WTI at 30-Day Spot WTI at 
Henry Hub Index Cushing Edmonton Henry Hub Plant Gate Cushing Edmonton 
Year ($US/mmbtu) ($Cdn/mmbtu) ($US/bbI) ($Cdn/bbl) ($US/mmbtu) ($Cdn/mmbtu) ($US/bbI) ($Cdn/bbl) 
2003 4°39 3.24 4.18 
2004 4.05 5225 4.19 
2005 3.61 325 4.18 
2006 3.40 3.29 4.25 
2007 BAS Sev 4.32 
2008 3.50 So) 4.40 
2009 3.56 3.44 4.48 
2010 3.61 3.50 4.57 
2011 3.66 320) 4.65 
2012 OMe 3.60 ALAS} 
2013 ae 3.66 4.82 
2014 3.83 Bel 4.89 
Thereafter escalated at 1.5% Thereafter escalated at 1.5% 


Total net reserve additions were 4.2 million boe, up 15% over January 1, 2002. Drilling added 4.1 million boe and 
582,000 boe came from acquisitions, offset by 477,000 boe in reserve revisions. Thunder continued to emphasize natural gas drilling, 


with natural gas additions accounting for 94% of reserves added during the year. 


Reconciliation of Company Gross Reserves 


Oil & NGLs (mbbis) 
Proved Total Proved Probable Total 


January 1, 2002 5,785 1,865 7,650 
Drilling : 292 96 387 
Acquisitions ; ; 34 0 34 
Revisions ; (187) (269) (456) 
Production (605) - (605) 


January 1, 2003 1,692 7,010 30,430 


(1) Probable reserves have not been reduced for risk. 
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Shareholder Value 


Net Asset Value 
As at December 31 ($ thousands, except where noted) 2001 


Reserves discounted at 10% pre-tax 254,587 217,862 233,200") 

Undeveloped land 19,247 16,979 13,970 

Debt including working capital deficiency 
and capital lease obligations (70,802) (71,682) (54,740) 


Net asset value — basic 203,032 163,159 192,485 
Proceeds of stock options 6,373 6,650 4,573 
Net asset value — diluted 209,405®°) 169,809 197,058 


Per share amounts 


Basic ($) 6.72 
Diluted (3) 6.37 


(1) Probable reserves and values have been risked at 50%. 
(2) Includes reduction due to outstanding hedges estimated at $10 million. 
(3) Does not include value for coal bed methane. 
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Finding and Development Costs 


Total capital spending in 2002 was $35.7 million resulting in proved finding and development costs (F&D) of $7.87/boe, 
and proved plus probable F&D costs of $8.45/boe. During the year, Thunder drilled a total of 51 (43.2 net) wells with $26.0 million 
or 73% of capital directed towards the drill bit, $5.3 million was spent on land and seismic, $2.4 million on acquisitions, $1.7 million 


was spent on facilities and $0.3 million on site restoration costs. 


Finding and Development Costs Three-year 
Years ended December 31 ($ thousands, except where noted) Total 


Finding and development costs 
Land and seismic 6,914 
Drilling, completions and equipping 29,776 
Acquisitions, net 5,779 
Facilities and pipelines 10,093 
Site restoration costs = 
Total finding costs 
Reserve additions 
Proved 
Gas (mmcf) 26,399 
Oil (mbbls) 138 
Boe (mboe) 4,538 
Probable 
Gas (mmcf) (842) 
Oil (mbbls) (173) 
Boe (mboe) (313) 
Costs per boe 
Before future development costs 
Proved ($) 
Proved plus probable ($) 
After future development costs 
Proved (3) 
Proved plus probable ($) 


(1) Reflects future development costs for proved and probable reserves of $13.2 million and $11.5 million respectively included in the Sproule report as of 
January 1, 2003. 


Three-year 
Nethacks and Recycle Ratios Weighted 
Years ended December 31 Average 


Operating netbacks 
Recycle ratios 
Proved reserves 


Proved and probable reserves 


(1) Includes revenue less royalties and operating costs and before hedging cost. 
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The following discussion is management's analysis of Thunder Energy's operating and financial data for 2002 and prior years, 


as well as estimates of future operating and financial performance based on information currently available. 


Forward Looking Statements 

Statements throughout this annual report that are not historical facts may be considered “forward looking statements.” These 
forward looking statements sometimes include words to the effect that management believes or expects a stated condition or result. All estimates 
and statements that describe the Company's objectives, goals or future plans are forward looking statements. Since forward looking statements 
address future events and conditions, by their very nature they involve inherent risks and uncertainties. Actual results could differ materially 
from those currently anticipated due to any number of factors, including such variables as new information regarding recoverable reserves, 
changes in demand for, and commodity prices of crude oil and natural gas, legislative, environmental and other regulatory or political changes, 


competition in areas where the Company operates and other factors discussed in this annual report. 


Corporate Strategy 


The environment in which we operate our business has elements of uncertainty, the most significant being shifts in 


commodity prices and the risks associated with exploring for oil and natural gas. Management and the Board of Directors have 


devised a business strategy that responds to both exploration risks and operational performance at all levels of the commodity 
price cycle. 


Strategically, we believe that the drill bit is the most efficient path for growth. We have focused our drilling effort towards 


low risk, shallow gas where we believe that the combination of high success rates and low drilling costs yields consistent and profitable 
returns. We also believe that advances in technology can yield substantial growth as evidenced by our use of horizontal drilling 
and, for the future, coal bed methane projects, which could have an enormous impact on the Company. In addition, when timing 
and pricing are right, we will acquire properties which are a strategic fit to our business philosophy. At any time in the oil and gas 
business cycle, we will pursue the most cost-effective and strategic pathway for delivering growth and value to our shareholders. 

Management and the Board also believe that Thunder must maintain a financial structure that is both low cost and flexible. 
We have a track record of being a low cost producer, which is a key factor in maintaining high margins. Some of our tactics include 


the geographic concentration of assets, maintaining high working interests and operating facilities. In deploying capital, we endeavor 


to ramp up activity during times of high commodity pricing and slow down activity when commodity prices are weak. Our quick 
deployment of capital and short turnaround time to translate capital into production allows us to capture the benefit of high prices. 
While these strategies are part of our business focus, we believe that flexibility and rapid response to changing market 


conditions are critical to capturing opportunities, and ensuring continued growth and value for our shareholders. 
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Financial Results 


($ thousands, except per share amounts) 


Petroleum and natural gas sales 63,838 63,874 56,444 

Cash flow from operations 36,584 26,205 26,805 

Per share — basic 1.18 0.87 0.99 

— diluted 1.15 0.84 0.95 

Net income 12,597 8,072 10,671 

Per share — basic 0.41 0.27 0.39 

— diluted 0.40 0.26 0.38 

Capital expenditures 35,742 52,607 70,552 
Net debt including working capital deficiency and 

capital lease obligations 70,802 71,682 54,737 

Net asset value 209,405 169,809 197,058 

Per share — basic 6.56 5.29 6.72 

— diluted 6.24 5.06 6.37 


(1) Using a 10% discount rate for estimated future net revenues, before income taxes, of established oil and gas reserves (based on escalated commodity prices 
and costs). 


Petroleum and Natural Gas Sales 


Petroleum and natural gas sales remained flat in 2002 compared with 2001. A 17% increase in overall production and 


an 18% increase in the average price for crude oil and NGLs was offset by a drop in the average natural gas price of 24%. Natural gas 


continued to be the most significant contributor to Thunder’s results, accounting for 71% of total revenues compared with 78% in 2001. 


Petroleum and Natural Gas Sales ($ thousands) 

Natural gas 45,098 
Crude oil and NGLs 18,740 
Total 


Sales Variance Analysis ($ thousands) 
Natural gas sales 


Volume increase 9,421 
Price increase (decrease) (13,935) 


Net gas sales change 11,474 29,077 


Crude oil and NGLs sales 
Volume increase 1,083 5,489 
Price increase (decrease) (5,127) 6,447 


Net crude oil and NGLs sales change (4,044) 11,936 
Combined sales change 7,430 41,013 
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Natural gas (mcf/d) 

Crude oil and NGLs (bb/s/d) 
Total (boe/d) 

Percentage gas (%) 


Average Selling Price 
Natural gas ($/mcf) 

Crude oil and NGLs ($/bb/) 
Total ($/boe) 


Marketing 


The Company markets its natural gas in the Alberta spot market and through aggregators, which sell to major markets 
in Canada and the United States. Aggregator prices are based on a combination of term and spot markets. Thunder continues to 
direct the majority of new gas sales to the higher value Alberta spot market. In 2002, 65% of natural gas sales went to the Alberta 
spot market as compared to 53% in 2001. 

Crude oil and NGLs are sold on a spot basis at various delivery points in Alberta. Prices received for crude oil and NGLs 
are determined by the quality of the crude compared to a benchmark price for light sweet oil. Thunder’s composite crude oil is a 


medium blend averaging approximately 25° API. 


Price Realization 

Natural gas ($/mcf) 
Benchmark — average Alberta spot price 
Thunder realized price 
Premium (discount) 

Crude oil and NGLs ($/bb/) 
Benchmark — Edmonton 40° API ® 
Thunder realized price 
Discount 


(1) Source: Benchmark prices are based on Canadian Association of Petroleum Producers published prices. Alberta spot gas prices assume a $0.20/mef deduction 
to plant gate. 
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Royalties 


Thunder's overall royalties decreased by 12% in 2002 compared with 2001 even though gross revenue remained flat, due 
to the lower average royalty rate reflecting the drop in natural gas prices. In addition, the Company received a rebate from the 


Crown on natural gas cost allowance related to 2000 Crown royalties. 


Royalties ($ thousands) 
Crown 10,157 7,883 
Freehold and other 
Total gross royalties 13,065 10,788 
Net royalties 


Royalty Rates (as % of revenue) 


Crown 

Freehold and other 
Total gross royalties 
ARTC 

Net royalties 


Hedging 


Production related hedging had no impact in 2002. In 2001, existing natural gas hedges expired on March 31 and all crude 
oil hedges expired on June 30. The cost of Thunder’s hedging activity in 2001 was $10.5 million. Since those dates all production 
has been sold at market pricing. In addition, at December 31, 2002 Thunder had no hedges in place relating to future period production. 

The Company is a party to a power swap contract which fixes the price of 24 megawatt hours (“MWh”) of electricity per 
day at $78.00 per MWh through December 31, 2005. Operating expenses for the year ended December 31, 2002 included costs 
of $325,000 (2001 — $25,800) associated with this contract. At December 31, 2002 this contract was out of the money by $0.9 million. 
This value is based upon the fair market value of the contract at December 31, 2002 and represents the amount the Company would 


be required to pay to terminate the contract. This instrument has no book value recorded in the consolidated financial statements. 


Operating Expenses 


Operating costs increased in 2002 compared with 2001 on an absolute basis due to higher production volumes. The unit 


operating costs for 2002 decreased marginally as increased production created efficiencies. 


Operating Costs 


Operating costs ($ thousands) 
Per boe (S$) 
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General and Administrative Expenses 


Thunder’s general and administrative (G&A) expenses increased by $487,000 in 2002 compared to 2001, the bulk of 
which came from costs related to initiation of our syndicated banking facility and higher employee costs related to increased activity. 
Thunder does not capitalize any indirect G&A expenses. At year-end 2002, the Company had 18 full-time employees and three 


consultants at its head office. Field staff consisted of six full-time employees and 13 contract operators. 


General and Administrative Expenses ($ thousands, except where noted) 2001 2000 


Gross G&A expenses 3,314 2,431 
Overhead recoveries (1,646) (1,142) 
Net G&A expenses 
Net G&A expenses per boe ($) 


Interest Expense 


Interest expense decreased to $2.7 million in 2002 compared with $3.1 million in 2001. Although average debt for the 


year increased to $66.6 million from $56.7 million in 2001, the average interest rate decreased to 4.1% from 5.5% in 2001. The 
Company is currently borrowing money at 4.3% on a short -term basis. Thunder's current line of credit is $90 million and is syndicated 
with two Schedule One Canadian chartered banks. This credit line is used on a revolving basis and interest is charged at prime. 
Borrowings at December 31, 2002 were $65.5 million. This level represents 1.8 times 2002 cash flow and 0.9 times estimated 2003 


cash flow. 


Depletion, Depreciation and Amortization 


Depletion, depreciation and amortization (DD&A) charges increased to $16.9 million in 2002 from $13 million in 2001. 
This increase was due to higher production levels and higher depletion costs on a per unit basis. The DD&A rate increased to $6.76/boe 
from $6.08/boe in the prior year. At December 31, 2002, Thunder had a ceiling test cushion of approximately $198 million based 
on the average December 2002 wellhead price of $34.35/bbl for crude oil, $39.75/bbl for NGLs and $5.69/mef for natural gas. 


Depletion, Depreciation and Amortization ($ thousands, except where noted) 
Oil and gas depletion 

Oil and gas depreciation 

Other depreciation 

Future site restoration 

Total 

DD&A rate ($/boe) 
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Income Taxes 


Total income tax provision increased to $7.4 million from $5.5 million in 2001 reflecting higher earnings during the year 
offset partially by a lower effective tax rate. The 2002 provision was comprised of $7.1 million in future taxes (2001 — $5.2 million) 
and $0.3 million related to the large corporation tax (2001 — $0.3 million). The effective tax rate was 37.1%, down from 40.3% in 
2001, largely due to higher resource allowance and lower non-deductible Crown charges, net of ARTC. There was no cash income 


tax provision in 2002 and none is expected in 2003. 


Tax Pools ($ thousands at December 31, 2002) 


Canadian oil and gas property expenses (COGPE) 44,946 
Canadian development expenses (CDE) 16,633 
Canadian exploration expenses (CEE) 13,362 
Undepreciated capital costs (UCC) . 34,429 
Share issue costs 2,025 
Total 111,395 


Cash Flow from Operations 


Cash flow from operations increased 40% to $36.6 million in 2002 from $26.2 million in 2001, and basic and diluted 
cash flow per share increased 36% and 37% respectively. The impact of a 17% increase in production, an 18% increase in the price 
of crude oil and NGLs and the elimination of production related hedging costs were partially offset by a 24% decrease in the price 


of natural gas. 


Cash Flow 2000 


Cash flow from operations ($ thousands) 26,205 26,805 
Per share — basic ($) 0.87 0.99 

— diluted (3) 0.84 0.95 

Cash flow per boe ($) WD OY 15.83 


Cash flow as a percentage of gross sales (%) 41% 47% 


Thunder Energy Inc. 2002 Annual Report 


Net Income 


Net income increased 56% in 2002 compared with 2001 mainly due to increases in production and the price of crude 


oil and NGLs, the elimination of hedging costs. These were partially offset by the decrease in the price of natural gas. 


Net Income 


Net income ($ thousands) 
Per share — basic ($) 
— diluted ($) 
Net income per boe produced ($) 
Return on shareholders’ equity (%) 
Return on capital employed (%) 


Nethack Analysis 

Natural gas ($/mcf) 
Selling price 
Royalties (net of ARTC) 
Hedging cost 
Production expenses 
Operating netback 

Crude oil ($/bbl) 
Selling price 
Royalties (net of ARTC) 
Hedging cost 
Production expenses 
Operating netback 

Oil equivalent ($/hoe) 
Selling price 
Royalties (net of ARTC) 
Hedging cost 
Production expenses 
Operating netback 
General and administrative 
Interest 
Large corporation tax expense 
Cash flow netback from operations 
Depletion, depreciation and site restoration 
Taxes (future) 

Net income ($/boe) 
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Capital Expenditures 


Capital expenditures emphasized Thunder’s return to drilling and completion activity in 2002. This is in contrast to 2001 
when there was a focus on construction of infrastructure in addition to drilling and completions. Thunder's total capital expenditures 
amounted to $35.7 million in 2002. During the year $26.0 million was directed to drilling activities, $5.3 million on land and seismic, 
$1.7 million was spent on facilities and pipelines, and $0.3 million on site restoration costs. The Company spent $2.4 million on 
acquisitions in 2002. Thunder incurred no capital expenditures related to the coal bed methane project in 2002 as all costs of the 


project were incurred by the farmee. The table below breaks out the capital expenditures by category: 


Capital Expenditures Summary ($ thousands) 


Land and rentals 

Seismic 

Drilling, completions and equipping 
Facilities and pipelines 

Property acquisitions, net of dispositions 
Site restoration 


Administrative assets 


Total 52,607 70,552 
Wells drilled gross (net) 51 (43.2) 44 (41.4) Boe) 


Capital Efficiency 


Thunder's 2002 finding and development costs (F&D) were $7.87 per proved boe and $8.45 per proved plus probable 


boe. The Company’s recycle ratio in 2002 was 2.0. The Company’s proved reserve replacement ratio was 1.8 in 2002. 


Three-year 

Proved Finding and Development Costs Weighted 
by Category ($/boe) Average 
Drilling 

Land and rentals 

Seismic 

Drilling, completions and equipping 

Facilities and pipelines 
Total drilling 
Acquisitions 
Average drilling and acquisitions 
Reserve revisions 
Total 
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Three-year 
Weighted 
Capital Program Efficiency ($/boe) Average 
Operating netback before hedge 
Proved reserves 
Finding and development costs 
Recycle ratio 
Proved plus probable reserves 
Finding and development costs 
Recycle ratio 


Proved reserves replacement ratio (%) 


Liquidity and Capital Resources 


For the year ended December 31, 2002, cash flow of $36.6 million and proceeds from the issuance of common shares 


of $0.2 million were applied to fund $35.7 million in capital expenditures and reduce overall net debt (including working capital 
and capital lease obligations) by $1.1 million. The available bank line of credit was $24.5 million after deducting the total bank 
debt at December 31, 2002 of $65.5 million from the total available bank line of $90 million. The facility is syndicated with 
two Schedule One Canadian chartered banks. The Company expects to fund the 2003 capital program with internally-generated 
cash flow and, although quarterly fluctuations in funding levels are expected, the objective is to remain at the current net debt 
level throughout the year. Thunder’s objective is to maintain its debt to cash flow ratio at less than 2.0 times estimated future cash 
flows. Shares issued in the year, through the exercise of stock options, totaled 108,702 at an average exercise price of $2.08 per 
share. At December 31, 2002, Thunder’s net debt including working capital deficiency and capital lease obligations represented 
26% of total capitalization. 

Effective January 1, 2002, the Company adopted the recommendations of the Emerging Issues Committee of the Canadian 
Institute of Chartered Accountants (CICA) concerning the presentation of revolving demand loans. These new recommendations 
require that the classification of debt in a debtor's balance sheet be based upon the facts existing at the balance sheet date rather 
than expectations. Prior to the adoption of the new recommendations, the Company presented the demand loan as long-term on 
the basis that the bank had indicated it was not its intention to call for repayment within one year provided there was no adverse 
change in the financial position of the Company. 

While the bank has confirmed that it has no intention to call for repayment of these loans before December 31, 2003, 
provided there is no adverse change in the financial position of the Company, these loans are demand in nature and pursuant to 
the CICA pronouncement are presented as a current liability on the balance sheet. The revolving demand loan outstanding at 


December 31, 2001 has been reclassified to current for comparative purposes. 
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Total Capitalization (8 thousands) 


Working capital deficiency, excluding revolving bank loan 5,145 
Revolving bank loan 65,478 


Capital lease obligation 179 


Future income taxes 26,941 
Future site restoration 987 
Market value of common shares at December 31 170,347 


Total 269,077 177,209 148,410 


2003 Market Guidance 


Thunder is projecting substantial growth in natural gas production, a moderate increase in oil and NGLs production, 
and a major increase in drilling activity in 2003. These factors, together with higher commodity prices, are expected to significantly 
increase 2003 cash flow and earnings. 

For 2003, Thunder forecasts natural gas production to average 40 mmcf/d as compared to the 2002 actual of 31.1 mmcef/d, 
and average oil and NGLs production of 1,800 bbls/d compared with the 2002 actual of 1,665 bbls/d. The 2003 forecast for cash 
flow is $75 million ($2.30 per share), up substantially from the 2002 actual of $36.6 million ($1.15 per share). 

In 2003, Thunder’s capital expenditures are forecasted to be $75 million. A total of 122 wells (109 net) will be drilled 
from Thunder’s prospect inventory. This will be a gas-weighted program concentrating on low risk, shallow gas prospects in Central 
Alberta. In addition to its conventional gas projects, Thunder will increase its activity to establish the resource potential of its 
coal bed methane (CBM) assets. A total of $3 million has been allocated to drill 15 (7.0 net) CBM wells in as many as six separate 
pilot projects. 


Market Guidance ($ thousands, except where noted) 2002 Actual 2001 Actual 


Natural gas 
Production (mmcf/d) 40.0 Biel 26.1 
Price ($US/mcf) - NYMEX 5.00 3.38 4.05 
($Cdn/mcf) — THY 6.50 3.96 5.20 
Oil and NGLs 
Production (bbls/d) 1,800 1,665 1,501 
Price ($US/bbl) — WTI 28.50 26.08 25.93 
($Cdn/bbl) — THY 34.00 30.83 26.03 
Foreign exchange rate ($1US = $Cdn) 0.654 0.637 0.646 
Cash flow 75,000 36,584 26,205 


Per share — diluted ($) 2.30 1.15 0.84 
Net income 32,000 12,597 8,072 


Per share — diluted ($) 1.00 0.40 0.26 
Capital expenditures 75,000 35,742 52,607 


Wells drilled gross (net) 122 (109) 51 (43.2) 44 (41.4) 
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Cash Flow Per Share 
Cash Flow Sensitivities ($ thousands) Basic 


Natural gas price change of $0.10/mcf at the plant gate 
Natural gas production change of 1 mmcef/d 

Crude oil and NGLs price change of $1.00US WTI per bbl 
Crude oil and NGLs production change of 100 bbls/d 
Interest rate change of 1% 

Foreign exchange rate 1% point ($1US = $Cdn) 


Business Risks and Risk Management 


The oil and gas industry is exposed to numerous business risks which can materially affect performance and financial 
results. Thunder has taken many steps to mitigate these risks. 

With respect to commodity prices, Thunder strives to be a low cost producer with low finding and development costs, 
general and administrative costs and operating expenses. Thunder also focuses on investments that will generate immediate cash 


flow from new production. The Company’s capital budget is managed quarterly so as to maintain expenditures that approximate 


quarterly cash flow. On average over the past three years, Thunder has maintained a recycle ratio, which is a measure of costs to 
operating netbacks, of 2.3 times proved reserve addition costs. In limited circumstances, Thunder has used commodity price derivative 
instruments to hedge the Company’s exposure to fluctuations in oil and gas pricing and to maintain the financial strength of its 
balance sheet. The Company currently does not have any plans to use such instruments in the future. 

In reference to exploration and production risks, Thunder operates substantially all of its exploration and development 
programs. This provides control over drilling locations, timing and capital commitments. Thunder maintains a prudent position 
on the risk/reward spectrum by working in areas with multiple oil and gas targets and where dry hole exposures are generally less 
than $400,000 per well. The Company’s exploration and development programs are focused in core areas where it has the experience 
and history of profitably adding oil and natural gas reserves, and operated facilities provide competitive advantages and ensure 
new production is brought onstream in a timely manner. Reservoir performance can affect future cash flow projections and reserve 
evaluations. Thunder is in daily contact with its field staff to track production performance and, to the extent possible, takes immediate 
corrective action if any adverse situation should arise. 

While current market conditions may restrict capital availability to the oil and gas industry, Thunder will maximize its 
access to capital markets by striving to maintain a strong financial and operational track record. Thunder’s objective is to maintain 


a debt to future cash flow ratio at or below 2.0 times projected annual cash flow. The Company will manage market expectations 


to the greatest degree possible by establishing and meeting reasonable production targets. Over the long term, Thunder expects 
capital markets to strengthen as a result of continued strength in natural gas prices, attractive returns for oil and gas investments, 


low interest rates and inflation, and improving economic growth rates. 
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Managements Report 


The accompanying consolidated financial statements of Thunder Energy Inc. have been prepared by management in 
accordance with Canadian generally accepted accounting principles applied on a consistent basis. The Company’s accounting 
procedures and related systems of internal controls are designed to provide reasonable assurance that its assets are safeguarded 
and its financial records are reliable. In recognizing that the Company is responsible for both the integrity and objectivity of the 
financial statements, management is satisfied that these financial statements have been prepared accordingly and within reasonable 
limits of materiality. Further, management is satisfied that the financial information throughout the balance of this annual report 
is consistent with the information presented in the financial statements. 

Ernst & Young LLP have been appointed by the shareholders of Thunder and serve as the Company's independent auditors. 
They have examined the financial statements of the Company for the year ended December 31, 2002. The Audit Committee has 
reviewed these statements with management and the auditors, and has reported to the Board of Directors. The Board has approved 


the financial statements of Thunder which are contained in this annual report. 


ye 
Douglas A. Dafoe Brent T. Kirkby 


President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 


March 12, 2003 


Auditors’ Report 


To the Shareholders of Thunder Energy Inc. 

We have audited the consolidated balance sheets of Thunder Energy Inc. as at December 31, 2002 and 2001 and the 
consolidated statements of income and retained earnings and cash flows for the years then ended. These financial statements are 
the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based 
on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 


the Company as at December 31, 2002 and 2001 and the results of its operations and its cash flows for the years then ended in 


accordance with Canadian generally accepted accounting principles. 


ates Toung is 


March 12, 2003 Chartered Accountants 


Calgary, Canada 
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Consolidated Balance Sheets 


As at December 31 (thousands of dollars) 2001 


Assets (note 4] : 

Current 
Accounts receivable $ 5,902 
Prepaid expenses 793 


10,215 6,695 
Property and equipment [note 3] 172,519 153,309 


182,734 $ 160,004 


Liabilities and Shareholders’ Equity 


Current 
Bank indebtedness 168 
Accounts payable and accrued liabilities 9,671 
Revolving demand loan [note 4] 68,538 

80,838 

Capital lease obligations [note 3] 179 

Future site restoration costs 987 

Future income taxes [note 6] 26,941 19,841 

Commitments [notes 3 and 7] 

Shareholders’ equity 
Share capital [note 5] 39,927 39,710 
Retained earnings 33,862 21,265 


60,975 
182,734 $ 160,004 


See accompanying notes. 


On behalf of the Board: 


clase ape Gon 


Director Director 
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Consolidated Statements of Income and Retained Earnings 


Years ended December 31 (thousands of dollars, except per share amounts) 


Revenue 
Petroleum and natural gas sales 63,838 63,874 
Royalties, net of Alberta Royalty Tax Credit (11,219) 275) 

SS ee 


Petroleum and natural gas sales, after royalties 52,619 51,099 
Oil and gas hedging costs [note 7] = (10,481) 
52,619 


Expenses 


Operating 
General and administrative 
Interest 


Depletion, depreciation and site restoration 


Income before taxes 20,028 13,530 
Provision for income taxes [note 6] 7,431 5,458 


Net income for the year 8,072 


Retained earnings, beginning of year 13,193 


Retained earnings, end of year 


Net income per share [note 5] 
Basic 
Diluted 


See accompanying notes. 
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Consolidated Statements of Cash Flows 


Years ended December 31 (thousands of dollars) 


Operating Activities 
Net income for the year 
Add items not requiring cash: 
Depletion, depreciation and site restoration 
Future income taxes [note 6] 
Cash flow from operations 
Changes in non-cash working capital 


Cash provided by operating activities 


Financing Activities 
Issue of common shares for cash, net of costs 
(Decrease) increase in revolving demand loan 
Increase (decrease) in bank indebtedness 


Cash (used in) provided by financing activities 


Investing Activities 


Expenditures on property and equipment (35,442) (52,607) 


Expenditures on site restoration (300) = 
Cash used in investing activities (35,742) (52,607) 


Cash, beginning and end of year - 


See accompanying notes. 
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Notes to Consolidated Financial Statements 


December 31, 2002 and 2001 (tabular amounts in thousands of dollars, unless otherwise stated) 


[1 | Description of Business 


Thunder Energy Inc. (the “Company”) was incorporated under the laws of the Province of Alberta on October 17, 1995. 


The Company’s primary business is the acquisition of, and the exploration for and development and production of crude oil and 


natural gas in Western Canada. 


ra Significant Accounting Policies 


The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. 
The consolidated financial statements which have been prepared in accordance with Canadian generally accepted 
accounting principles, have in management's opinion been properly prepared within reasonable limits of materiality and within 


the framework of the accounting policies summarized below. 


Property and equipment 
Petroleum and natural gas properties and gas plants and related facilities 

The Company follows the full cost method of accounting whereby all costs associated with the acquisition of and the 
exploration for and development of petroleum and natural gas reserves, whether productive or unproductive, are capitalized in 
one Canadian cost centre and charged to income as set out below. Such costs include lease acquisition, drilling, equipping, geological 
and geophysical costs and overhead expenses directly related to exploration and development activities. No indirect general and 
administrative costs have been capitalized. 

Gains or losses are not recognized upon disposition of petroleum and natural gas properties unless crediting the proceeds 
against accumulated costs would result in a change in the rate of depletion of 20% or more. 

Depletion of petroleum and natural gas properties is provided on accumulated costs using the unit of production method 
based on estimated gross proved petroleum and natural gas reserves, as determined by independent engineers. For purposes of 
the depletion calculation, proved petroleum and natural gas reserves are converted to a common unit of measure on the basis of one 
barrel of oil or liquids being equal to six mcf of natural gas. Costs of acquiring and evaluating unproved properties are excluded from 
depletion calculations until it is determined whether or not proved reserves are attributable to the properties or impairment occurs. 

Depreciation of gas plants and related facilities is calculated on a straight-line basis over their estimated useful lives of 
15 years. Assets under capitalized lease are amortized on a straight-line basis over the three year life of the lease. 

The net carrying value of the Company’s petroleum and natural gas properties and gas plants and related facilities is 


limited to an ultimate recoverable amount. This amount is the aggregate of estimated future net revenues from proved reserves 


and the costs of unproved properties, net of impairment allowances, less future estimated production costs, general and administrative 
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costs, financing costs, site restoration and abandonment costs, and income taxes. Future net revenues are estimated using prices 
and costs in effect at year end without escalation or discounting, and the income tax and Alberta Royalty Tax Credit legislation in 


effect at year end. 


Office equipment 
The Company records office equipment at cost and provides depreciation on the declining balance method at rates varying 


from 20% to 100% per annum which is designed to amortize the cost of the assets over their estimated useful lives. 


Provision for site restoration 
Estimated future costs relating to abandonment and site restoration of petroleum and natural gas properties and gas 
plants and related facilities are provided for over the life of proved reserves on a unit of production basis. The annual provision 


is accounted for as part of depletion, depreciation and site restoration expense and actual expenditures are charged to the accumulated 


provision account as incurred. Costs, net of expected recoveries, are estimated based upon current legislation, costs, technology 


and industry standards. 


Measurement uncertainty 

The amounts recorded for depletion and depreciation of property and equipment, the provision for site restoration costs 
and the ceiling test calculation are based on estimates of proved reserves, production rates, oil and natural gas prices, future costs 
and other relevant assumptions. By their nature, these estimates are subject to measurement uncertainty and the effect on the 


consolidated financial statements of changes in such estimates in future periods could be significant. 


Joint operations 
A portion of the Company’s petroleum and natural gas activities are conducted jointly with others. These consolidated 


financial statements reflect only the Company’s proportionate interest in such activities. 


Flow through shares 
A portion of the Company’s exploration and development activities is financed through proceeds received from the issue 
of flow through shares. Under the terms of the flow through share issues, the tax attributes of the related expenditures are renounced 


to the share subscribers. To recognize the foregone tax benefits to the Company, the carrying value of the shares issued is reduced 


by the tax effect of the tax benefits renounced to subscribers. The tax effect of the renouncement is recorded when the corresponding 


exploration and development expenditures are incurred and renounced. 
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Income taxes 

The liability method is used in accounting for income taxes. Under this method, future tax assets and liabilities are 
determined based on differences between the financial reporting and tax bases of assets and liabilities, and measured using the 
substantively enacted tax rates and laws that will be in effect when the differences are expected to reverse. The effect on future tax 


assets and liabilities of a change in tax rates is recognized in income in the period in which the change occurs. 


Financial instruments 
In limited circumstances, commodity price derivative instruments are used to reduce the Company’s exposure to adverse 
fluctuations in commodity prices to protect cash flow. Gains and losses relating to commodity swaps that meet hedge criteria are 


recognized as part of net petroleum and natural gas sales concurrently with the hedged transaction. 


Stock-based compensation 

The Company has a stock-based compensation plan, which is described in note 5. Effective January 1, 2002, the Company 
adopted the recommendations of the Canadian Institute of Chartered Accountants with respect to accounting for stock-based 
compensation and has applied this change prospectively for new awards granted on or after January 1, 2002. 

As options are issued at current market value, the option has no intrinsic value and therefore no compensation expense 
is recorded when the options are granted. Consideration paid by employees or directors on the exercise of stock options is credited 
to share capital. 

Direct awards of stock to employees and stock option awards granted to non-employees are accounted for in accordance 
with the fair value method of accounting for stock-based compensation. The fair value of direct awards of stock are determined 
by reference to the quoted market price of the Company’s stock and the fair value of stock options are determined using the Black 
Scholes option pricing model. In periods prior to January 1, 2002, the Company recognized no compensation expense when stock 


or stock options were issued to employees. 


Per share amounts 
The Company utilizes the treasury stock method in the determination of diluted per share amounts. Under this method, 


the diluted weighted average number of shares is calculated assuming the proceeds that arise from the exercise of outstanding, 


in the money options are used to purchase common shares of the Company at their average market price for the period. 
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| 3 | Property and Equipment 


Accumulated 
Depletion and Net 
Depreciation Book Value 


Petroleum and natural gas properties $ 153,850 32,942 $ 120,908 
Gas plants and related facilities 63,409 12,133 51,276 


Office equipment 367 267 100 
14 235 


$ 45,356 $172,519 


Assets under capital lease 249 
217,875 


Accumulated 
Depletion and Net 
Depreciation Book Value 


Petroleum and natural gas properties $ 124,617 20,599 $ 104,018 
Gas plants and related facilities 57,320 8,129 49,191 
Office equipment 317 217 100 


$ 28,945 Suet 3,009 


At December 31, 2002, costs of $9,623,350 (2001 — $8,489,000) related to unproven properties have been excluded from 


182,254 


the depletion calculation. 

For the year ended December 31, 2002, the Company charged $476,451 (2001 — $386,223) to expense for future site 
restoration costs. 

The Company is committed to monthly payments of $4,958 with an interest rate of 9.5% until March 2005 for assets 
under capital lease. The current portion of the capital lease obligation as at December 31, 2002 of $38,516 is included in accounts 


payable and accrued liabilities. 


[4 | Revolving Demand Loan 


The Company has a $90 million credit facility consisting of a revolving demand loan with a syndicate of Schedule One 
Canadian chartered banks that bears interest at the bank’s prime rate. The Company has pledged all of its assets as collateral for 
loans under the facility. 

At December 31, 2002, the effective interest rate on the debt outstanding was 4.3% (2001 — 3.5%). Interest paid during 
the years ended December 31, 2002 and 2001 approximates interest expense in each year. 

While the credit facility is demand in nature, the bank has stated that it is not its intention to call for repayment before 
December 31, 2003 provided there is no adverse change in the financial position of the Company. 

Effective January 1, 2002, the Company adopted the recommendations of the Emerging Issues Committee of the Canadian 
Institute of Chartered Accountants concerning the presentation of revolving demand loans. These new recommendations require 
that the classification of debt in a debtor’s balance sheet be based upon the facts existing at the balance sheet date rather than 
expectations. Prior to the adoption of the new recommendations, the Company presented the revolving demand loan as long- 
term on the basis that the bank had indicated it was not its intention to call for repayment within one year provided there was no 
adverse change in the financial position of the Company. The revolving demand loan outstanding at December 31, 2001 of 


$68.5 million has been reclassified to current for comparative purposes. 


[5 | Share Capital 


Authorized 
Unlimited number of voting common shares with no par value 


Unlimited number of non-voting preferred shares issuable in series 


Issued 


Number of 

Shares 

Balance, December 31, 2000 28,655,226 
Issued for cash on private placements (a) 2,000,000 


Issued for cash on exercise of stock options 208,299 
Balance, December 31, 2001 30,863,525 
Issued for cash on exercise of stock options 108,702 
Balance, December 31, 2002 30,972,227 


(a) In April 2001, the Company issued 2,000,000 Special Warrants for gross proceeds of $10,000,000. Issue costs totaled $769,000 and were recorded net of the 
associated tax benefit of $324,000. The Special Warrants were converted into common shares in June 2001. 
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Stock-based compensation 

The Company has established a stock option plan whereby options may be granted to the Company’s directors, officers 
and employees for up to 3,071,000 common shares. The exercise price of each option equals the market price of the Company’s 
stock on the date of the grant. An option’s maximum term is five years and the options vest equally over three years beginning at 


the date the option is granted. The following is a continuity of stock options outstanding for which shares have been reserved: 


Weighted- Weighted- 
Average Average 
Options Exercise Price Exercise Price 


Opening 2,725,369 as 2.44 2,275,000 
Granted - - 692,000 
Exercised (108,702) 2.08 (208,299) 
Cancelled (5,000) 2.93 (3392) 


2,611,667 


2,725,369 $ 2.44 


No stock options were granted in 2002, however 275,000 stock options due to expire in 2002 after a five year term, and 


Closing 


which were previously granted to two employees who are not officers or directors of the Company, were extended for an additional 
three years to 2005. For the purposes of pro-forma disclosure, the estimated fair value of the options is recognized immediately 
as the options have already vested. Had the fair value method been used, the Company’s net income and net income per share 


amounts for the year ended December 31, 2002 would approximate the following pro-forma amounts: 


Net income 
As reported 
Pro forma 
Net income per share ($ per share) 
Basic 
As reported 
Pro forma 
Diluted 
As reported 
Pro forma 


The fair market value of these options was estimated at the date they were extended using the Black-Scholes option pricing 


model with the following key assumptions for 2002: 


Weighted-average risk free interest rate (%) 
Dividend yield (%) 

Expected life (years) 

Weighted average volatility (%) 


The weighted average fair market value of the above noted stock options was $2.63 per option. 


The following summarizes information about stock options outstanding at December 31, 2002: 


Weighted- Weighted- 

Average Weighted- Number Average 

Number Remaining Average Exercisable Exercise Price 

Grant Price Outstanding | Contractual Life Exercise Price (Vested) (Vested) 
$1.30 — $1.60 132,500 : 132,500 
$1.61 — $2.20 1,087,167 : 1,020,501 
$2.21 — $3.00 859,999 : 521,678 
$3.01 — $3.75 532,001 i 172,328 


$1.30 - $3.75 | 2,611,667 ; 1,847,007 $2.19 


Per share amounts 


Per share amounts are calculated using the weighted average number of common shares outstanding during the year 
of 30,903,261 (2001 — 30,124,060). The diluted per share amounts are calculated assuming the exercise of outstanding, in the 
money options, resulting in a weighted average number of common shares of 31,877,304 (2001 — 31,342,582). 
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Computed income tax expense at 42.12% (2001 — 42.62%) 8,436 
Add (deduct) income tax effect of: 
Non-deductible Crown charges, net of ARTC 3,605 
Resource allowance (4,690) 
Provincial income tax rate adjustment (263) 
Other 12 
Future income tax expense 
Large corporation tax expense 


Provision for income taxes 


Income taxes recorded in the consolidated statements of income and retained earnings differ from the tax calculated 
by applying the combined Canadian corporate federal and provincial income tax rate to income before taxes as follows: 

The primary temporary differences that give rise to the future income tax liability relate to deductions for tax purposes 
in respect of property and equipment that exceed depletion and depreciation provided for in the accounts. 


Taxes paid approximate the large corporation tax expense for each of the years ended December 31, 2002 and 2001. 


Financial Instruments 


Financial instruments recognized on the balance sheet consist mainly of accounts receivable, bank indebtedness, accounts 
payable and accrued liabilities and revolving demand loan. As at December 31, 2002 and 2001, there are no significant differences 
between the carrying amounts of these instruments on the balance sheet and their estimated fair values. 

The Company was a party to certain off balance sheet derivative financial instruments, including a power contract in 
2002 and 2001 and crude oil and natural gas swap contracts and fixed price contracts in 2001. The Company entered into the 
crude oil and natural gas swap contracts and the fixed price contracts for the purposes of protecting its near term cash flow from 
operations (related to an acquisition of core area properties in 2000) from the volatility of crude oil and natural gas commodity 
prices. All natural gas contracts expired on March 31, 2001 and all crude oil contracts expired on June 30, 2001. 

At December 31, 2002, the Company is a party to a power swap contract which fixes the price of twenty-four megawatt 
hours (“MWh”) of electricity per day at $78.00 per MWh through December 31, 2005. Operating expenses for the year ended 
December 31, 2002 include costs of $325,000 (2001 — $25,800) associated with this contract. At December 31, 2002 this contract 
was out of the money by $0.9 million. This value is based upon the fair market value of the contract at December 31, 2002 and 
represents the amount the Company would be required to pay to terminate the contract. This instrument has no book value recorded 


in the consolidated financial statements. 


[ 8 | Comparative Figures 


Certain comparative figures have been reclassified to conform with the presentation adopted in the current year. 
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Financial (thousands except where noted) 
Petroleum and natural gas sales 
Cash flow from operations 

Per share — basic 

— diluted 

Net income 

Per share — basic 

— diluted 

Operations 
Daily production 

Natural gas (mcf/d) 

Oil & NGLs (bbls/d) 
Average sale prices 

Natural gas ($/mcf) 

Oil & NGLs ($/bb/) 
Wells drilled 

Gross 

Net 
Share trading information 
Volume (thousands) 
High ($) 
Low (3) 
Close ($) 


2001 


Financial (5 thousands, except where noted) 


Petroleum and natural gas sales 
Cash flow from operations 

Per share — basic (3) 

— diluted (3) 

Net income 

Per share — basic ($) 

— diluted ($) 

Operations 
Daily production 

Natural gas (mcf) 

Crude oil and NGLs (bbis) 
Average sale prices 

Natural gas ($/mcf) 

Crude oil and NGLs ($/bb/) 
Wells drilled 

Gross 

Net 
Share trading information 
Volume (thousands) 
High ($) 
Low ($) 
Close (3) 


15,483 
9,019 
0.29 
0.28 
3,262 
0.11 
0.10 


23,320 
5,021 
0.17 
0.17 
1,265 
0.04 
0.04 


22,398 


1,742 


9.32 
28.92 


13.0 
12.6 


4,372 
4.30 
2.50 
4.10 


18,297 
10,197 
0.34 
0.33 

DB lid 
0.17 
0.17 


26,089 
1,458 


6.12 
27.90 


13.0 
12.8 


8,147 
5.20 
3.80 
4.00 


21,146 63,838 
13,401 36,584 
0.43 1.18 
0.41 Lf 
5,613 12,597 
0.18 0.41 
0.17 0.40 


Q4 2001 


10,973 63,874 
5,601 26,205 
0.18 0.87 
0.17 0.84 
497 8,072 
0.02 0.27 
0.02 0.26 


26,113 
1,501 


5.20 
26.03 


44.0 
41.4 


Thunder Energy Inc. 2002 Annual Report 


Financial Years ended December 31 


($ thousands, except where noted) 2001 % Chang 2000 1999 1998 


Petroleum and natural gas sales 63,838 63,874 - 56,444 10,013 
Cash flow from operations 36,584 26,205 40 26,805 4,537 
Per share — basic (3) 1.18 0.87 36 0.99 0.28 

— diluted ($) 1.15 0.84 37 0.95 0.26 

Net income 12,597 8,072 56 10,671 1,314 
Per share — basic (3) 0.41 027 52 0.39 0.08 

— diluted ($) 0.40 0.26 0.38 : 0.08 

Return on equity (%) 19 16 30 9 
Capital expenditures 35,742 52,607 70,552 13,236 


As at December 31 


Debt including working 
capital deficiency and 
capital lease obligations 70,802 71,682 byl Wad 16,933 13,705 
Shareholders’ equity 73,789 60,975 43,122 29,342 16,968 
Total assets 182,734 160,004 123,159 51,813 Se Se 
Common shares outstanding (thousands) 
Basic 30,972 30,864 28,655 25,744 19,279 
Diluted 33,584 33,589 - 30,930 27,544 21,744 
Weighted average — basic 30,903 30,124 BRAD 21,966 16,187 
— diluted 31,877 31,343 28,314 Domai 17,402 
Share trading information 
Volumes (thousands) 27,958 16,105 USA 35313 3,967 
High (3) 5.74 5.20 oLOm 2.65 2.44 
Low ($) 2.40 DS 1.30 1.00 1S) 
Close (3) 5.00 PhO) DesHs 2.00 1.60 


Operations Years ended December 31 
Average daily production 
Natural gas (mcf) 19,206 
Crude oil and NGLs (bbis) ATs 
Barrels of oil equivalent (boe) 4614 
Average product prices 
Natural gas ($/mef) 5.42 
Crude oil and NGLs ($/b/) 35.28 
Wells drilled 
Gross 35.0 
Net 3303 
Success rate (%) 91 


As at December 31 


Reserves — proved plus probable 
Natural gas (bef) 140.6 126.3 114.1 
Crude oil and NGLs (mbbls) 7,010 7,650 7,348 
Barrels of oil equivalent (mboe) 30,430 28,693 26,365 
Net asset value ($ thousands) 209,405 169,809 197,058 
Per share — basic ($) 6.56 5.29 6.72 
— diluted ($) 6.24 5.06 6.37 
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Board of Directors 


Standing from left-Lauchlan J. Currie, James M. Pasieka, Felicia B. Bortolussi, Colin D. Boyer and Jack W. Peltier. 
Seated from left- Douglas A. Dafoe and David L. Barlow. 


Corporate Governance 


Thunder’s Board of Directors and its committees of outside directors, working with management, strive to ensure that 
its corporate governance practices provide for effective stewardship and efficient operation of the Company in the best interests 
of its shareholders. 

Thunder’s Board of Directors consists of six members; two are officers of the Company and four are unrelated or outside 
directors. The Board’s non-management Chairman is unrelated to Thunder, as are all of the members of the Board’s three committees: 


audit, compensation and the reserve evaluation committee. 


The Board functions independently of management and meets regularly to consider a wide range of issues affecting Thunder 


including its strategic direction, compensation, reserves, financial performance and disclosure. The Board reviews strategic plans 


proposed by management, the business risks facing the Company and management's assessment of those risks. 
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Douglas A. Dafoe, President and Chief Executive Officer, Director 
Mr. Dafoe co-founded Thunder with David Barlow and Terry Meek in late 1995. He is a chartered accountant with 23 years experience in positions 
of increasing responsibility with public and private oil and gas companies in Western Canada. Mr. Dafoe is a director of two TSX-listed oil companies 


and a member of the Board of Governors for the Canadian Association of Petroleum Producers. 


David L. Barlow, Vice-President, Exploration and Director 
Mr. Barlow is a co-founder of Thunder who has been with the Company since inception. He is a professional geologist with 30 years industry experience 


including being Vice-President of a public oil and gas company. 


Terry S. Meek, Vice-President, Engineering and Chief Operating Officer 
As a co-founder of Thunder, Mr. Meek is a professional engineer with 18 years experience in reservoir engineering, evaluations, exploitation, drilling 


and completions with both public and private oil and gas companies and a consulting engineering firm. 


Brent T. Kirkby, Vice-President and Chief Financial Officer 
Mr. Kirkby joined Thunder in 2000 after 28 years experience including serving as Vice-President and Chief Financial Officer with several 
TSX-listed companies. 


James M. Pasieka, Chairman and Director 
Mr. Pasieka is an independent director who joined the Board in 1995 and was named Chairman in 2000. Mr. Pasieka also chairs the compensation 
committee and sits on the audit committee. He is currently a partner with the Calgary office of Heenan Blaikie LLP. Mr. Pasieka has served as 


Chairman of the Board and Corporate Secretary to a number of public and private oil and gas companies. 


Jack W. Peltier, Director 
Mr. Peltier chairs Thunder's audit committee and is also a member of the reserve evaluation committee. He has been a director since 1996. Mr. 
Peltier also served as Thunder's Vice-President, Finance and Chief Financial Officer from inception until 2000. Mr. Peltier has been involved in 
the oil patch for 28 years. He is currently President of Ipperwash Resources Ltd., a company engaged in oil and gas production, investments and 


oil and gas management and consulting services. 


Colin D. Boyer, Director 
Mr. Boyer 1s a registered professional engineer who has been a director since 1996 and he currently chairs Thunder's reserve evaluation committee. 


He is also a member of the both the audit and compensation committees. Mr. Boyer is currently President of Birchill Resources Partnership, an oil and 


gas company. His extensive 30 year industry experience includes being President of Boyer Petroleum Engineering Ltd., a consulting engineering firm. 


Lauchlan J. Currie, Director 
Mr. Currie ts a registered professional geologist who joined Thunder's Board in 2000 and sits on both the compensation and reserve evaluation 
committees. He is currently Managing Director of ARC Financial Corporation, a private investment management company. Mr. Currie is the senior 
member of the equity business focusing on the junior oil and gas sector with responsibility for evaluating and structuring equity investments for the 
ARC Canadian Energy Venture Funds. 


Felicia B. Bortolussi, Corporate Secretary 
Ms. Bortolussi is a corporate finance lawyer who became Corporate Secretary in 2001. She has practiced with the Calgary office of Heenan Blaikie 
LLP since 2001, and with other law firms in Calgary and Toronto. Ms. Bortolussi has provided corporate and securities legal advice ranging from 


private equity and debt financing to corporate governance to established companies in the oil patch for the past seven years. 
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